960102

I Iron Range Resources & Rehabilitation Board

LEGISLATIVE REFERENCE
HDSS1.7.M6 M562 1996 HERARY

T

rem—
—

3 0307 00053

Taconite Production Tax Committee

Submitted to:

Governor Arne Carlson

Members of the Minnesota Legislature
HD
Y
"Mb January 25, 1996
M5 6 2
1996

R, . R e

This document is made available electronically by the Minnesota Legislative Reference Library
as part of an ongoing digital archiving project. http://www.leg.state.mn.us/Irl/Irl.asp













































































































30
Figure 7

NORTHEAST MINNESOTA ECONOMIC PROTECTION TRUST FUND
AND ENVIRONMENTAL PROTECTION FUND i

|

. . |
Environmental Protection |
|

Economic
Period Ending Fund Balance Fund Balance 1
December 31, 1983 $28,487,283
June 30, 1984 27,019,423 : |
September 30, 1985 28,859,669
b June 30, 1986 31,537,559
June 30, 1987 31,186,041
June 30, 1989 31,279,724
June 30, 1990 36,679,552 $4,027,594
June 30, 1991 42,004,602 4,997,728
June 30, 1992 48,840,406 8,583,918
June 30, 1993 54,084,189 1,459,629
June 30, 1994 57,633,818 1,411,886
June 30, 1995 61,596,404 4,034,811

Economic Fund Major Withdrawals:
September 27, 1982 $ 2.5 million

February 3, 1983 $ 5.0 million
May 24, 1983 $10.0 million
February 25, 1984 $2.08 million
February & May, 1987 $ .46 million
September 26, 1989 $1.90 million

LR.R.R.B. Jobs Program

LR.R.R.B. Jobs Program

LR.R.R.B. Economic Development

Aid guarantees to cities/schools (M.S. 298.225)*
M.S. 298.225

Property Tax Relief Guarantee**

*  Thisaid guarantee formulawas revised by the 1984 legislature so that further withdrawals should not be necessary except during serious
depression ofthe iron ore industry.

**  Funding for Taconite Property Tax Reliefwas reduced from 22-cents-per-ton to 12-cents-per-ton by the 1988 legislature. Whenthis proved
to be inadequate funding, it was increased by the legislature in the 1989 special session from12-cents to 15-cents-per-ton. This should
eliminate withdrawals from the Northeast Minnesota Economic Fund for property tax relief in normal production years.

The Taconite Area Environmental Protection Fund
(M.S. 298.223) and the Northeast Minnesota Economic
Protection Trust Fund (M.S. 298.291 through 298.294) were
established by the 1977 legislature. These two funds receive
the remainder of the production tax revenues after all
distributions provided under M.S. 298.28 and school bond
payments are completed. A special allocation of 1.5-cents per
ton for the economic fund is provided for in M.S. 298.28. The
remainder is split with one-third going to the economic fund
and two-thirds to the environmental protection fund.

The Taconite Environmental Protection Fund was "created for
the purpose of reclaiming, restoring, and enhancing those
areas of northeast Minnesota that are adversely affected by

environmentally damaging operations involved in mining and
producing taconite and iron ore concentrate." The scope of
activities includes local economic development projects. The
fundis administered by the . R.R.R.B. Commissioner. Projects
must be approved by the LR.R.R.B. and the Governor.

The Northeast Minnesota Economic Protection Trust Fund is
somewhat different in that only interest and dividends earned
by the trust fund may be expended before January 1, 2002.
Approval for expenditures from earnings is similar to the
environmental fund. Expenditures from the principle of the
trust fund may be made prior to 2002 only with authorization
ofthe full legislature. Thishas been done on several occasions,
as shown in Figure 7.
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PRODUCTION TAX RATE HISTORY

The taconite production tax was enacted in 1941 at a rate of five cents per ton and
included an index for iron content exceeding 55%. In 1969 the statutory base rate was
increased and the first inflation index was added based on the wholesale price index
(WPI). A series of increases occurred during the 1970’s. In 1977 the index was charged
to the steel mill products index (SMPI), and a new base rate of $1.25 was set. In 1986 the
iron content index, first established in 1941, was eliminated. Also in 1986, the index was
changed from the SMPI to the gross national product implicit price deflator (IPD). This
change was made primarily due to industry objections to the SMPI. A new base rate of
$1.90 was established in 1986 and remains in effect currently. The index has been
allowed to take effect twice since 1986, once in 1989 and again in 1991. If the escalator
were allowed to take effect for the 1996 production year, we are estimating an increase of
three to four cents per ton based on current low inflation rates.

A new method of calculating the tax was introduced in the 1977 law. This law mandated
that the tax be calculated on a three year average of tonnage for each company, or the
current year, whichever was greater. The industry felt that this method was very unfair
and it was repealed and replaced with the current straight three year average method in
1984. This repeal was preceded by a series of court cases over mining taxes which were
resolved by Minnesota supreme court rulings and industry-legislative negotiations in
1984. The 1984 supreme court ruling upheld the constitutionality of the three year
average or current year provision of the production tax calculation. However, the court
directed the state to modify its’ indexing calculation. This change resulted in a credit to
the industry of $17.9 million and $5.5 million in interest. The entire amount was paid
back through production tax credits to each company over five years.




PRODUCTI

5.0 - cents

1LS-cents

11.5 - cents
15.5 - cents.
18.5 - cents

05-cents |

20.5 - cents

~ 605-cents

60.5 - cents

125.0 - cents

1250-cents | 60-cents

125.0 - cents

125.0-cents |

125.0 - cents

125.0 - cents

125.0 - cents

1250 -cents

190.0 - cents

190;0 - ce_ntvsf

190.0 - cents
190.0 - cents
190.0 - cents
190.0 - cents
190.0 - cents

- 190.0-cents

190.0 - cents

190.0 - cents

32

TAX RATE HISTORY
& INDEX SUMMARY
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(Est. 1995 production payable in 1996)
DISTRIBUTION OF TACONITE

PRODUCTION TAX

Total Taconite Production Tax

$86,645,102

Production Tax is $2.054 per taxable ton.

Less: School Bond Credits
-$928,006

Net Production Tax

$85,717,096

The three-year average taxable tonnage was 42,183,594
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SCHOOL DISTRICTS PROPERTY TAX TACONITE ECONOMIC
AND MISC. DEVELOP. FUND
$21,898,495 $13,243,436 $7,174,093
School District Taconite Property
.055 Fund* Tax Relief . o
32,500,308 313,057,854 $2 822, 765 T
School RAM.S *
$.22 Fund .
39,686,019 $110,582
Igggmg L Taconite i I "gc::ginjy; , State of
Raifroad Railroad - Railroad Minnesota
$59I 142 $1,785,380%* $784,377 875,000 $12 560 818 Guarantee Fund
S en b M.S. 298.225
M.S. 298.293
Taconite
Referendum
$4,923,657 | 54644823
School Bond
Payments **35.2 cents-per-ton will be subtracted from *Payments to the funds are guaranteed at a percentage
33,003,131 STATE aids or levies a taconite school level of the base year (1983) by M. S. 298.293 for
district would otherwise receive. property tax relief.




' IMPACT OF INCREASED

INVESTMENT TAX CREDIT
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Estimated N.E. Minnesota Taconite Investment

Taxable Economic Environmentai Tax
Tons Protection Protection Credit

(million) Trust Fund Fund Cents/Ton Total
39.5 $4,168,597 $11,028,328 154 $ 6,537,679
40.5 $2.490,739 $11,605,226 20.4 $ 8,740,352
41.5 $ 722,598 $12,189,053 25.4 $11,044,462
42.5 $ 354,774 $12,775,741 26.9 $11,980,584
43.5 $ 13,113 $13,409,694 28.4 $12,963,038
44.5 ($414,287) $13,977,908 29.9 $14,005,500
45.5 ($830,914) $14,619,914 314 $14,987,000






